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CANADA KEY ECONOMIC INDICATORS 


All values in Canadian $ million 
and represent period averages 


unless otherwise indicated. A B cl/ 


D 
Estimated 
1975 1976 % Change 1977 
Exchange Rate: USS$1.00 C$1.017 CS0.986 C$1.056 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 165,445. 190,027. 
GNP at Constant (1971) Prices 412955. 118,484. 
Per Capita GNP,Current Prices 7,200. S222. 
Plant & Equipment Investment 
Constant (1971)Dollars 17,066. 16,608. 
Personal Income,Constant (1971) 
Dollars2/ 98,089. 103,863. 
Indices: 
Industrial Production(1971=100) 114. 119. 
Avg. Labor Prod. (1967=100) 3 134. 137. 
Avg. Weekly Industrial Wage(C$) 203. 228. 
Labor Force (000 Persons) 10,060 10,308 
Avg. Unemployment Rate (%) 6. 
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MONEY AND PRICES 
Money Supply (M1) 16,641. 17,974. 
Interest Rates: 
Bank of Canada Rate ** 9.0 
Chartered Bank Prime Rate** 9. 
Indices: 
Consumer Prices,All Items 
(1971=100) 138. : . EZ. 
Consumer Prices, Food 
(1971=100) 161. : . 182. 
Wholesale Prices 
(1935-39=100) 491. ; : 543 - 
Retail Sales 51,199. : ‘ 62,286 
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BALANCE OF PAYMENTS AND TRADE 
Official International Reserves 
(U.S. $ million) 5 S25 
Net Capital Long Term Inflows 
(Portfolio) 5 038. 
Net Direct Investment Flows -20. 
Balance of Payments 4/ -846. 
Balance of Merchandise Trade -534. 
Exports (FOB) 33,428. 
U.S. Share 21,697. 
Imports (FOB) 33,962. 
U.S. Share 23,616. 
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Main imports from U.S. (1976): Motor vehicles and parts, C$8.8 billion; 

tractors and agricultural equipment, C$1.2 billion; construction, conveying 

and mining equipment, C$1.2 billion; food products, C$1.3 billion; consumer 

durables, C$1.3 billion. FOOTNOTES: 1/ Column C represents change between 

columns A and B. 2/ Deflated by price index for personal expenditure. 

3/ Output per hour worked, Bureau of Labor Statistics estimates. 

4/ Basic balance defined as balance on current account, plus balance of 

long and short (non-monetary) term capital flows. ** End of period. 

Sources: Statistics Canada, Bank of Canada Review and other selected 
statistical material. 





SUMMARY 


After a brief, export-led flurry of activity in the first 
quarter of this year, growth of real GNP has slowed con- 
siderably. The slowdown is broadly based: consumption 
spending has been hampered by the slow growth of disposable 
income; investment is deterred by excess capacity and the 
uncertain economic outlook. The unemployment rate stands 
above 8%. The rate of increase in consumer prices is 

still high but is coming down. The large current account 
deficit persists. Fiscal and monetary policy remain 
cautious. 


Growth should pick up somewhat in the balance of 1977 
and the momentum should continue through next year, but 


not at a pace sufficient to bring about a significant 
drop in the unemployment rate. However, price increases 
should continue to moderate. The current account deficit 
probably will not shrink and could well increase. 
Regional and sectoral disparities in economic performance 
will remain wide. 


Despite slow growth overall, opportunities for United 
States investors and exporters continue to be present in 
many sectors. The Foreign Investment Review Agency should 
not constitute a serious obstacle to most foreign direct 
investment. 





CURRENT ECONOMIC SITUATION AND TRENDS 


The economy is soft ... 


With the decline in real GNP in the second quarter of this 

year (2.4% at an annual rate), overall real economic activity 
has fallen in three of the last four quarters. A slower rate 
of wage increases and a burst of inflation earlier this year 
have combined to squeeze disposable incomes and hence consumption 
spending. Energy related investment continues to bolster total 
private investment spending, but substantial spare plant 
capacity and a profit outlook which is, at best, uncertain 
constitute major drags on investment in machinery and equipment. 
Thus, private investment in plant and equipment may rise by 
only 2.5% this year. Investment intentions surveys reflect 
business' rather somber assessment of short term economic 
prospects. 


but inflation should come down 


Although the rate of increase in consumer prices is presently 
running at just over 8%, a continued moderation of food prices 
should have a favorable influence on inflation for the balance 

of this year and into 1978. Moreover, the average annual increase 
in wage rates was 8% in the second quarter of this year compared 


with an average rise of 10% in 1976. The deceleration of 

wage increases and a steady (albeit rather low, 2.1%) increase 
in productivity should sustain moderation in unit labor cost 
increases and hence in the inflation rate. On the negative 
side, increases in energy prices and the depreciation of the 
Canadian dollar will exert upward pressure on the price level. 
On balance, the inflation rate should continue to come down 
over the next twelve months. 


with or without the continuation of controls 


Weak demand continues to be the main factor causing wage/price 
moderation. In these circumstances, present guidelines for 
wage increases would have little or no restraining effect for 
1978, but consideration is being given to adjusting the guide- 
lines downward. Meanwhile, the authorization for wage/price 
controls expires in twelve months, and a policy announcement 
on de-control is expected shortly. 


and activity should pick up. 


A slower rate of price increase should help lift real incomes 

and consumption expenditure. The positive effects of Canadian 
dollar depreciation on export/import volumes should contribute 
increasingly to economic growth. Nevertheless, growth expected 
this year (just over 2%) and next (4 - 4.5%) will be insufficient 
to significantly reduce the current rate of unemployment (8.3%). 





Growth in the U.S. economy is unlikely to be as helpful in 1978 
as it was this year and last. 


Economic policy remains cautious 


In presenting the budget for FY 1977/78, the government made 

it clear that the fight against inflation had top priority, 
and, while the budget included a mild infusion of stimulus 
(primarily to investment), its impact on growth this year has 
been negligible. However, disappointing economic performance 
has impacted the budget. Government cash requirements for 1977 
have risen more sharply than in 1976 due to under shooting 

the 4% growth rate forecast in the March budget. Thus, according 
to the latest official estimates, the Federal Government's 

cash deficit will be $8 billion this fiscal year instead of 

the $6.4 billion estimated last March. With heightened public 
concern over high unemployment and slow growth, a further 

small injection of fiscal stimulus may be forthcoming soon. 


The basic objective of monetary policy has been to induce a 
gradual yet progressive reduction in the rate of inflation. 
Heavy federal financing requirements and firming of interest 
rates in the U.S. should continue to exert upward pressure 
on Canadian rates in the short run. 


in part because of the worrisome current account situation 


The current account deficit ballooned to C$4.9 billion in 
1975, came down only slightly to C$4.2 billion in 1976 and 
will stay the same or deteriorate again this year. Although 
the initial impact of Canadian dollar depreciation has apparently 
acted to increase the merchandise trade deficit, favorable 
volume effects of depreciation have begun to set in. Never- 
theless, the probable improvement in the trade balance will be 
more than offset by the rising deficit in the service account, 
especially in interest and dividend payments and in travel. 
Hence, the current account deficit is not likely to improve 

in the coming months. The Canadian/U.S. dollar exchange rate 
reflects the deterioration of Canada's competitive position 
vis-a-vis the U.S. in recent years as well as the persistent 
deficit on current account. 


and important regional disparities remain. 


The Atlantic provinces have the highest unemployment rate 

(12%) in Canada. Growth will be slow and uneven. Prospects 

are weak for agricultural exports as well as for activity in 
construction, manufacturing, forestry and retail trade. Increased 
energy demand should generate some increase in employment in 
mining and construction in the area, while exploitation of the 
new 200 mile fishing zone will provide benefits over the medium 





term. Nevertheless, the government remains the major employer 
in the Atlantic provinces and is unlikely to shed this role in 
the next few years. 


Growth in Quebec remains far below the national average and 
the unemployment rate higher (10.3% in July, 1977). Investors 
are restrained by the uncertain political future of the province, 
and problems in some major sectors are severe. The garment 
industry, Quebec's major employer, suffers from high wage 
costs and is losing market shares to lower priced imports. 
Unemployment in the industry has risen sharply and is likely 
to increase further. The industry has petitioned Ottawa to 
impose restraints on textile imports for a period of five 
years (present quotas are due to expire on June 30,1978). 

The furniture and footwear industry face’ similar problems. 
Energy related investment will be the main prop to Quebec's 
sagging economy. 


Economic growth in Ontario has tracked that of Canada as a 

whole for the last two years and this coincidence of growth 
patterns should continue. Business confidence, with the exception 
of that in the auto industry, is shaky. Ontario industry is 
banking on export growth (primarily to the U.S. market), rather 
than domestic demand, to lead it out of the doldrums. 


Manitoba has been adversely effected by the weakening of world 
grain markets. The crop outlook is further clouded by heavy 

rains. Depressed farm incomes have slowed sales of farm machinery 
and retail trade. Soft international markets for copper, zinc 

and nickel have hurt the mining industry. International Nickel 
and Falconbridge have both announced plans to reduce nickel 
output. 


As in Manitoba, farmers in Saskatchewan are feeling an income 
pinch with similar consequences for the provincial economy. 
Unlike Manitoba, Saskatchewan's mineral industry is relatively 
healthy. Oil production is up, uranium prospects are excellent 
and potash sales are, and should continue to be, bouyant. 


Alberta is the brightest spot in Canada's economic picture. 
Growth is clipping along at about 8%. Gas and oil exploration 
activity is strong and the construction sector is booming. 
Consumer spending is high despite the fall in farm incomes. 

The approval by the U.S. and Canada of the Alcan natural gas 
pipeline will give the provincial economy a further push upward, 
but probably not until late 1978 or 1979. If Canada continues 
to move oil and gas prices toward world levels, Alberta's 
economy will thrive. 


Performance in the British Columbian economy is mixed. Growth, 
expected to be 5% in 1977, is higher than in Canada as a whole. 
The aluminum and lumber industries have been strong, but pulp 
and paper production remains depressed and capital investment 
is disappointingly slow. Provincial Government incentives 





and rising prices have stimulated natural gas exploration. 

The recent government approval of the C$1.2 billion Revelstoke 
hydro project and selection of the Alcan route for the Alaska 
gas pipeline brighten the medium term outlook. 


IMPLICATIONS FOR THE UNITED STATES 


Canada remains by far the single most important U.S. export 
market. The value of U.S. exports to Canada increased by nearly 
11% to U.S. $24.1 billion in 1976 and progressed at an annual 
rate of almost U.S. $27.0 billion in the first five months 

of this year. Almost 70% of total Canadian imports come from 
the U.S. 


In general, the Canadian market will grow rather slowly over 
the next 12-15 months, although some acceleration may occur 

as the domestic economy gradually picks up. The Canadian 
dollar has depreciated by about 10% against the U.S. dollar 
since October, 1976, a development which will improve the 
competitive position of Canadian industry. The growth of 
markets will vary considerably across regions and among sectors: 


The Maritime Provinces: Increased demand for coal has 
benefited Nova Scotia, thereby creating a market for coal mining 
equipment. Other expanding markets include cost/reducing 


catering hotel/motel supplies, farm equipment (especially for 
root crops) and equipment for the logging and lumber industry. 


Quebec: High labor costs have created a demand for capital 
equipment which would reduce costs and enhance productivity. 
Rising energy prices have spurred interest in solar heating 
devices, while other energy related products should also find 
a market. Other areas of potential include process control 
and security equipment. Demand for consumer products is weak. 


Ontario: Industry in Ontario is putting its chips on export- 
led growth. If this materializes, the demand for capital 
equipment will rise. The market for electronic components, 
construction materials and supplies, and builders hardware has 
diminished. The market for energy conservation equipment and 
process control instrumentation is more favorable. 


Manitoba: Depressed farm incomes will limit the sales growth 

of consumer goods and of farm machinery and equipment. Interest 
continues, however, in developing the food processing sector 
because of the lift this would give to employment within the 
province. Demand for mining equipment is expected to be weak. 


Saskatchewan: Saskatchewan farmers are also suffering from 

the effects of low wheat prices. However, activity in the 
energy and mining sectors is vigorous and demand for related 
equipment should grow. As Saskatchewan continues its effort 

to broaden its economic base, sales and investment opportunities 





should open up in manufacturing and in food processing. 


Alberta: Growth is strong; markets, expanding. The best 
commercial potential appears to be in construction and trans- 
portation equipment, pipeline materials, gas processing, metal 
fabrication, drilling equipment and technical and management 
services. 


British Columbia: Equipment related to gas exploration and 
development should continue to be in strong demand as activity 
should remain vigorous in this sector. The approval by the 
Government of a major hydro-electric project and U.S./Canadian 
agreement on the Alcan pipeline route will generate increased 
market growth. Demand for construction equipment and materials 
should be especially strong. 


BANKING LEGISLATION 


A new Bank Act is now in the final drafting stage and should 
soon be tabled in Parliament. The legislation is expected to 
follow the Government's White Paper produced last year, in 
that it will contain provisions allowing foreign banks to 
become chartered banks, albeit with restrictions. 


DIRECT INVESTMENT 


In 1976, the net book value of U.S. direct investment in Canada 
was U.S. $33.9 billion, a nine percent increase over 1975. 

This represents 25% of total U.S. direct investment abroad and 
over one third of U.S. direct investment in developed countries. 


In 1976, Canada experienced a C$850 million net outflow of 
direct investment, resulting from negative foreign investment 
in Canada of C$295 million and C$555 million in Canadian 
investment abroad. On Canada's bilateral account with the 
U.S., the net outflow was C$724 million and was largely due 
to Canadian purchases of some large Canadian subsidiaries of 
U.S. companies. 


In the first half of 1977, U.S. direct investment in Canada 
exceeded Canadian investment in the U.S. Moreover, in the 

second quarter of this year, total inward direct investment 
flows exceeded outflows for the first time since early 1975. 


While the overall growth of the Canadian economy will be rather 
slow, important investment opportunities exist in expanding 
sectors, particularly in energy-related activities. 


The Foreign Investment Review Agency (FIRA) has not been a 
significant hinderance of late to foreign investment. According 
to recent statistics made public by FIRA, the agency approved 

88% of all investment applications in the first three years 

of operation. In individual cases, however, it can be an obstacle, 
especially where mergers or takeovers are contemplated. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 








